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Executive Summary
Research Context
Provision of financial services of credit and savings through microfinance to the poor is not a
novel concept, but insurance to the poor is relatively new. There are only a handful of providers
carrying out microinsurance in Sri Lanka. Even among the few, most are affiliated to the
microfinance institutes. The specialized microinsurance service providers are fewer in number.
The existing literature on microinsurance in Sri Lanka is limited to examining the supply side of
microinsurance or only limited to case studies. Initiating from that point, the study takes a
balanced approach to fill this gap by looking at both the supply and demand sides.

Objectives and Approach
The objective of the study is to evaluate the current provision of microinsurance products in Sri
Lanka, offered by grass roots level institutions: Microfinance Institutes (MFIs), Non-Governmental
Organizations (NGOs) or Community Based Organizations (CBOs). It aims to examine the
differences of the products, delivery methods and also to examine the extent to which they
reflect the needs and preferences of the poor households. Comprehending the demand side
factors and supply side limitations is helpful in enhancing the understanding of the nature of
the service provision in microinsurance.
The study is based on both qualitative and quantitative research methods, which supplement
each other. Data was collected using desk reviews, key informant interviews and a household
survey of 330 households in 2008, where samples were drawn from households in
microinsurance and others in the CBOs as a control group. The data analysis is mainly
descriptive.
Though with a limitation of a relatively small sample, the information gathered through the
household survey for the study provides a critical insight which has not been captured before
in the literature, into examining the behaviour and needs of segments of the microinsurance
market in Sri Lanka. Hence, the study establishes the basis for the design and development of
demand-driven risk managing financial products.

Key Findings and Policy Implications
Multiple and Overlapping Risks
The households experience multiple risks simultaneously. The most frequent and severe risk
faced by the surveyed households is family related shocks, followed by weather and environment
related shocks. Most of the households have experienced a serious illness of an income earner
of the family as a common and major shock. While weather and environmental shocks have
iv
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been most severe for the microinsurance policyholders, family related shocks have been the
most severe shock for non-policyholders. In contrast, the households expect that about half of
the risks would arise from economic shocks. This is expected to be followed by weather and
environment related shocks, and family related shocks. Most preferred to have insurance cover
on crop failure and on natural disasters.

Risk Management Strategies
The households use multiple strategies to manage risks. The study results bring out the importance
of insurance as a risk management strategy. Borrowing from the informal sources has been the
second most common risk management strategy. The households still rely heavily on the informal
networks in managing risks. Borrowing from the formal institutes, withdrawing savings,
diversifying the income sources or selling/pawning or mortgaging assets are the other strategies.
There is a high tendency to hold an insurance policy with a clear understanding of the concept
of insurance. Having microinsurance has not been an added advantage as microinsurance
policyholders also have used informal sources, withdrawn savings, etc., to the same extent as
non-policyholders. Though the priority of the poorest groups has been to use informal sources
for risk management, they have also used insurance as an important strategy.

Microinsurance: The Role as a Risk Management Tool
The households tend to go for microinsurance with exposures to risks. The households prefer
life microinsurance policies over the others as most of the life insurance policies offered are
designed with benefits of health insurance and insurance on other life cycle events, or as the
microinsurance providers only offer an all inclusive package centred on life insurance. The
next most common is credit insurance due to its compulsory requirement. The households in
quintile 2 have bought the highest number and those in the topmost quintile have bought the
least number of microinsurance policies. The most common benefit received is the death
compensation benefits. The microinsurance policies are bought mainly to secure against future
shocks.
The microinsurance premiums are mainly paid monthly or annually. The premiums are very
low and the households find it comfortable. The microinsurance providers have the opportunity
to improve the services at a relatively higher premium. Most households have not been able to
claim insurance as they did not encounter the risks covered by the insurance policies, which
shows the lacuna in service provision. Households have claimed insurance mainly on illnesses
and deaths. For most of the households, the insurance claim has been able to cover only less
than one fifth of the loss.
In addition to having microinsurance, most of the households have obtained services from
other insurance providers too, mainly from the private insurance companies on life and vehicle
insurance. In addition to having insurance as a security against future shocks, the households
v
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with microinsurance policies consider the other insurance as an investment. Most of the
households are paying premiums which are only marginally higher than microinsurance.

Microinsurance Products, Coverage of Risks and Benefits
The products offered by microinsurance institutions are mainly limited to life, health and credit
insurance, with coverage of a few risks. They mainly cover deaths, funeral expenses,
hospitalization, accidents, while coverage on surgery, medicines, life cycle events, education,
property, income loss, agriculture are negligible or none. Life insurance is the most preferred
policy as often they are designed as all inclusive packages, with cover on health and other life
cycle events related risks. Only one insurance provider in the study has a separate product on
health insurance which is also limited to the staff members. A considerable amount of credit
insurance policies have resulted due to compulsory requirement of credit insurance in borrowing
from MFIs.

Delivery of Microinsurance Services to the Poor
Most microinsurance institutes studied have a 'full-service model', where the insurance provider
has full control over the insurance scheme. The microinsurance institutes capitalize on existing
strengths of the institutes and reach the clients through CBOs, hence delivering the products at
the doorstep of the poor. Generally, the institutes use community members as the collection
agents, which make the premium payments available at the doorstep of the policyholders, at a
lower cost.

Barriers for Microinsurance Provision and the Role of the State
As an infant industry, the microinsurance providers face plenty of obstacles, which prevent
them from having versatility. Versatility would involve high cost, which microinsurance
providers often cannot pass on to their clients. Dearth of skilled human capital is a major setback in the expansion of the sector. Networking of the providers would overcome the problem
to a certain extent through collective approaches.
Limitations in reinsurance hinder the expansion/ diversification of the microinsurance products.
Only two institutes have reinsurance facilities, while others depend on the limited donor
support or/ and premiums collected from the members.
The microinsurance sector requires a strong regulatory framework for its expansion. Lack of it
discourages reinsurance. Most of the microinsurance providers are registered under the Societies
Act and many of the microinsurance activities serve as service support activities in the field of
microfinance, and as welfare activities rather than microinsurance. Lack of a regulatory
framework for microinsurance is a reason for the unwillingness of the private sector to engage
in microinsurance. Creation of an enabling environment would increase the entry of new
types of microinsurance institutes. Further, the poor reputation of commercial insurance
vi
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companies has created an unfavourable environment for the insurance market, affecting the
microinsurance sector as well.
The government can play a leading role in promoting microinsurance among the poor, creating
awareness and popularizing it, supporting an enabling environment through regulation and
promoting capacity building in the sector.

vii

Introduction

1. Introduction
1.1 Background
The diverse explanations on poverty and vulnerability show the complexity of the reciprocal relationship
of the two; while vulnerability leads to poverty, poverty becomes a dominant cause of overall vulnerability.
Vulnerability can be discussed in terms of the interaction between physical and social variables while
poverty is considered as one of the dominant social dimensions affecting overall vulnerability of an
individual or of a community. The multi-dimensional facets of poverty prevents the poor having access to
both natural and social resources, and political power that helps to mitigate their vulnerability to natural,
economic or social shocks. Poverty also reduces the ability to adapt and recover from losses. On the other
hand, risk and vulnerability limit the participation of the poor in the growth process. The poor often avoid
the high risk opportunities which are associated with higher pay-offs due to their vulnerability.
The nature of the livelihood activities of poor people are often contractual and seasonal, with low returns.
This leads to volatile incomes and increases the vulnerability. Further, shocks which are natural or manmade, idiosyncratic1 or covariant2 tend to cause economic contractions and make low income people
vulnerable to poverty. When the poor are confronted with unexpected events, they lack permanent sources
of income and assets to fall back on. Even a marginal change which is insignificant to middle or upper
income groups would dramatically reduce assets or eliminate income sources of the low income group,
thus reducing consumption, and adversely affecting the ability to improve their social and economic
welfare. Poor people therefore, are more vulnerable to risks than high income groups.
Some observe this as two sides of vulnerability: an external side of risks, shocks and stresses to which
individuals or households are subjected to; and an internal side which is defencelessness, and lack of
means to cope without incurring loss (Chambers, R. 2005).
The literature shows that traditionally, households use indigenous coping methods as selling productive
and other assets, and borrowing from informal sources which typically become less effective than the
formal credit and insurance arrangements. Informal arrangements are volatile/ or may erode, hence cannot
be depended on at times of covariant risks. With the idea of attempting to reduce poverty through microfinancial services, the poor now have more access to financial services. As a result, the households now
have the ability to use microcredit or withdraw their savings to cope with risks (Tilakaratna et al., 2005).
However, the coverage and use of such methods are uneven, leaving the households the option of only
informal sources which are again irregular, insufficient or unreliable.
Recently, there is a growing surge of interest in microinsurance products as coping methods tailored for the
poor, in responsive to their risks. According to Churchill (2006) "microinsurance refers to insurance designed to protect under-served, low-income people against specific perils in exchange for low premiums",
with the idea that it is an insurance which is responsive to the risks the poor are most exposed to, with low
1

Idiosyncratic risk - A risk which affects each individual case independent of others.

2

Covariant risk - A risk or combination of risks that affect a large number of insured items/people at the same time. E.g., floods, earthquakes, etc.
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premiums that are affordable to low-income people yet proportionate to the likelihood and cost of the risk
involved. Such microinsurance should serve the low-income people through delivery channels that are
typical compared to the traditional distribution of top-down social or commercial insurance schemes.

1.1.1 Microinsurance in Sri Lanka
Several studies on microfinance reveal the impact microfinance has in reducing vulnerability to risks faced
by different income groups including the poor households. The study by Tilakaratna et al. (2005), shows
that the use of credit from microfinance institutes (MFIs) is common compared to the informal sources/
mechanisms among households who have faced indebtedness or employment related risks. In times of
sicknesses, deaths or in personal uncertainties, households have moved to informal borrowings, which
show the inadequacy of microfinance to act as a source of insurance in such circumstances. Findings of
Fokma, F., (2004) reveal that microfinance is a source of great support for the poor in Sri Lanka and
insurance coverage for death, disability and hospitalization prevent them from resorting to emergencies.
The study specifies the lack of cover by formal or semi-formal insurance schemes for the poor and the need
of insurance coverage for crops and household assets.
The study by Widemaier and Wahiner, 2004 mentions that, Sri Lanka has a favourable environment for the
development of the microinsurance sector owing to the relatively high level of education of households,
high level of social organization, a relatively high level of food and health security. The study acknowledges the absence of sufficient interest of large commercial insurance companies in serving the low
income segment since the market potential in the higher income segment is still huge. It also highlights
the existence of a number of social mobilization programmes in Sri Lanka with insurance components.
However, it questions the sustainability of such programmes. Nonetheless, the study identifies the important role played by the MFIs and microfinance donors in the microinsurance field of Sri Lanka and identifies the weaknesses in donor coordination as one of the major obstacles.
The study by Enarsson, S. and K. Wiren (2006), compares two main microinsurance schemes in Sri Lanka:
ALMAO and Yasiru Mutual Provident Fund. This study highlights the need for programmes like both
ALMAO and Yasiru to operate in the areas where commercial insurance penetration is low and there is a
lack of government resources to provide sufficient social security to the citizens. It recommends that both
institutions should reach their potential clients with insurance knowledge, awareness, marketing and sales
and highlights the need of support by insurance schemes in the initial stage.
The insurance industry of Sri Lanka is regulated and supervised by the Insurance Board of Sri Lanka (IBSL)
under the Insurance Act No.43 of 2000 (Widemaier and Wohiner, 2004), but as in many other countries,
microinsurance is not covered by any laws and regulations. Most of the microinsurance providers are
registered under the Societies Act.
As identified by the ADB (2006), the insurance sector in Sri Lanka is mainly comprised of three types of
institutes: government insurance schemes, private insurance companies and microfinance non-government
organizations and Community Based Organization (CBOs). In addition to these, there are community
based mechanisms of informal insurance. One example is the Funeral Aid Societies (FAS) which are quasiformal groups that provide assistance in case of death. The assistance is not limited to the member but is
usually available to the other family members as well. The types of benefits differ for each society.
2
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In this backdrop, the study attempts to map out the role the grass roots level microinsurance service
providers of Sri Lanka play, and to identify their contribution in risk management for the poor.

1.2 Objectives
In Sri Lanka, compared to the microfinance sector, microinsurance is still at a relatively infant stage.
Microinsurance is also often linked to microfinance. The number of microfinance institutes (MFIs) providing microinsurance has increased over the last decade. The existing literature on microinsurance in Sri
Lanka is limited to examining the supply of microinsurance or limited to one or two case studies. Starting
from there, the current study takes a balanced approach to fill this gap by looking at both the supply and
demand sides.
The objective of the study is to evaluate the current provision of microinsurance products in Sri Lanka,
offered by grass roots level institutions: Microfinance Institutes (MFIs), Non-Governmental Organizations
(NGOs) or Community Based Organizations (CBOs). It aims to examine the differences of the products,
delivery methods and also try to examine the extent they reflect the needs and preferences of the poor
households. Comprehending the demand side factors and supply side limitations enhances the understanding of the nature of the service provision in microinsurance.
The information gathered through the household survey for the study would provide a critical insight into
the behaviours and needs of segments of the microinsurance market in Sri Lanka and hence establish the
basis for the design and development of demand-driven risk managing financial products.
The specific objectives of the study:
(1) How different are the microinsurance products that are provided by the grass roots level
institutions (MFIs, NGOs or CBOs) in Sri Lanka? What are the different types of delivery
methods they use and how effective are they in reaching the clients?
(2) Understand the types of risks/vulnerabilities of the households and the use of informal and
formal mechanisms by the poor communities to cope with risks. What is the role of
microinsurance in relation to other financial services for the poor in Sri Lanka? What types of
microinsurance products do the poor generally need?
(3) What are the gaps in the design and delivery of the microinsurance products? Do these grass
roots level institutes cater to the needs of the poor than the private commercial insurance
providers? The next section of this report explains the methodology used for data collection.
Section 2 presents the findings of the institutional survey while household level analysis of
microinsurance is discussed in section 3. Section 4 concludes.

1.3 Methodology
Both qualitative and quantitative techniques were employed to supplement each other to collect data for
the study. Required data were gathered at three levels:
1. A desk review was carried out to gather literature on microinsurance globally and in Sri Lanka.
The desk review also strengthened the understanding of the selected organizations.
2. Semi-structured interviews with key informants of different stakeholders groups were carried
out.
3

Microinsurance in Sri Lanka: Combating Multiple and Overlapping Vulnerabilities

3. Semi-structured interviews were also carried out with microinsurance providers.
4. A sample household survey of the user groups (330 households) too was carried out.
More information on the methodology is attached in Annex A4.

2. Findings of the Institutional Survey
2.1 Institutional Profile of Selected Microinsurance Providers
The selection of institutes was limited to grass roots level MFIs, NGOs or CBOs as per the objectives, i.e.,
the institutes which are government or private commercial insurance companies in nature of business were
not selected. Out of these institutes, only 5 were selected on the fulfilment of one or both of the following
criteria: the main activity of the institute is provision of microinsurance; and/or the institute has insurance
products other than credit-insurance. Accordingly, the following microinsurance providers were selected
for the study: Sanasa Insurance Company, Sarvodaya Economic Enterprises Development Services (SEEDS),
Women's Development Banking Federation (WDBF), Women's Development Federation (WDF), and
Yasiru Mutual Provident Fund.
Sanasa Insurance is a licensed insurance company and carries out microinsurance along with commercial
insurance in Sri Lanka.3 The company was granted a licence to provide general insurance and is now a
fully-fledged composite commercial insurance company. Currently, this insurance company is operating
in all parts of the country excluding the Northern Province. The product portfolio of the company is larger
than many of the microinsurance providers. The SEEDS is a well established MFI in Sri Lanka. In addition
to credit-insurance, it offers life microinsurance and further, it is the pioneer for the Partner-Agent model
for microinsurance in Sri Lanka by joining HNB Assurance. WDF is a well established MFI in Sri Lanka
which provides life microinsurance with credit insurance. However, this institute is hardly identified in
the literature. WDBF is also a well established MFI in Sri Lanka which has been engaged in microinsurance
activities for a long period of time, in spite of various difficulties faced in providing microinsurance. It
offers life microinsurance apart from credit insurance. Yasiru Mutual Provident Fund is a microinsurance
provider in Sri Lanka which is not affiliated to any well known MFI. It carries out its activities through
CBOs of villages and has an innovative product portfolio.

Establishment
Except the Sanasa Insurance Company, all the selected institutes were established in late 1990s, with close
to one decade of experience by the time of the survey. Though the experience on insurance might not
necessarily be that long, most of the institutes are deep-rooted microfinance institutes. As an example,
though the Sanasa Insurance Company was established in 2002, the emergence of the Sanasa movement
goes back to 1980s. The decades of experience in microfinance has led all the institutes to develop
microinsurance products and develop their own methods of delivery. Microinsurance also has benefited by
the trust and the already in-built delivery channels the institutes have, along with the microfinance
provision.

Legal status
All the selected institutes are registered under the Societies Act or the Companies Act, including the MFIs.
Out of the institutes in the study, only the Sanasa Insurance Company has the approval of the Insurance
3
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Emerged as an Insurance Company through Sanasa movement.

Microinsurance Products: Diversity of Products Offered

Board of Sri Lanka (IBSL) to underwrite life assurance insurance business (Table 2.1). For SEEDS, only one
special product introduced as a partner agent model with ADB is permitted by the Sri Lanka Insurance
Board (IBSL).

Nature of Activities of the Institutes
The target group of all the institutes is low income groups, rural or the poor women. Only Sanasa Insurance and Yasiru carry out insurance as the sole activity of the organization. As the SEEDS, WDF and WDBF
are MFIs as well, they carry out loan provision, savings activities and training too (Table 1).

Table 2.1
Key Characteristics of the Selected Microinsurance Providers
Sanasa
SEEDS
Yasiru
WDF
WDBF
Insurance
Year Established
2002
1988
1997
1989
1998
Registered Act

Companies
Act

Companies
Act

Societies
Act

Societies
Act

Companies
Act

Regulated for
Insurance Provision

Approval of
Insurance
Board of Sri
Lanka (IBSL)
to underwrite
life assurance
insurance

No

No

No

No

Target Group

Low income
group

Low income
group

Rural Poor Low income
women

Low income
women

Insurance is sole
Activity

Yes

No

Yes

No

Other Activities

-

Loan, Savings,
and Trainings

-

No

Loan, Savings, Loan, Savings,
and Trainings and Trainings

Source: Microinsurance Survey, 2008, IPS - findings of semi-structured interviews with the selected
microinsurance providers.

2.2 Microinsurance Products: Diversity of Products Offered
The selected microinsurance institutes provide an array of insurance products. Life insurance, credit
insurance, health insurance, depositor's insurance, property insurance, housing bonds and insurance for
other life cycle events4 are the common types of insurance products. It should be noted that though most
of the institutes do not have a diverse product portfolio, they cover many risks under one product. It is
difficult to classify microinsurance products exclusively under specific categories because of the complexity of these products. Mainly because one product may cover an array of risks, they contain features of
multiple insurance products.
For example, the Sanasa Insurance Company provides a diversified product portfolio and hence they have
designed separate products to address the specific risks. The products for life insurance, for credit, health,
4

Life cycle events considered in this paper are childbirth, marriage, divorce, and education.
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depositor's insurance, property insurance and death donation family insurance are the main products. In
contrast, the WDBF has only one microinsurance product, but provides coverage to multiple risks (Table
2.2).

(a) Life Microinsurance
Life microinsurance is one of the most common types of insurance products among the institutes. All the
selected institutes provide life microinsurance to their clients. The life microinsurance product differs
widely from one institute to the other based on the cover, premiums and benefits.

MI Product

Table 2.2
Microinsurance Products Provided by the Selected Institutes
Sanasa
SEEDS
Yasiru
WDF
WDBF
Insurance

Life Insurance

Yes

Yes

Yes

Yes

Yes(It is not
defined as life
insurance, but
offered as a
package, contains
many of life
insurance
features).

Health
Insurance

Only for the
No (only
staff members hospitalization
of Sanasa
benefits under
Societies &
life insurance)
Sanasa
Insurance
Company

No (only
No (but has
hospitalization
hospitalization
benefits,
benefits
traditional
under life
health treatment insurance)
cover under
life insurance)

Only for
hospitalization
and surgery
in the insurance
package

Credit Insurance

Yes

Yes

Yes

Yes

No

Depositor’s
Insurance

Yes

No

No

No

No

Property
Insurance

Yes

No

No

Only for
Janashakthi
Banking
societies

No

Other Life
Cycle Events

No

No (but
provides
benefits for
education
under life
insurance)

No

No

It is not a
defined product
on life cycle
events, but the
insurance
package covers
some life cycle
events

Death Donation
Family Insurance

Yes

Provides
funeral aid
under life
insurance

No

No

Not defined
but includes
in the package

Source: Microinsurance Survey, 2008, IPS - findings of semi-structured interviews with the selected
microinsurance providers.

6

Microinsurance Products: Diversity of Products Offered

The life microinsurance of Yasiru covers many of the risks including natural death, death due to accidents,
permanent disability due to accidents, hospitalization and indigenous medical treatment. The life insurance of SEEDS covers death, permanent or partial disability, hospitalization benefits and funeral expenses.
The life insurance of WDF provides cover on death and on hospitalization. The insurance scheme of
WDBF does not identify a separate life insurance policy, though life insurance is part and parcel of the
insurance package the institute offers. The insurance package of WDBF covers funeral expenses, hospitalization, education/accidents including snake bites/ surgery and life cycle events. Four covers are offered
under one product and the option is open to the client to opt for minimum 2 covers or to select more
(Table 2.3).
In some instances, the same institute offers multiple life microinsurance schemes when the target groups
are different. These life microinsurance schemes vary in terms of premium, number of years in the membership, age at entry, by benefits or in terms of number of lives covered. As an example, Sanasa Insurance
Company has three schemes for life microinsurance, which are different in terms of premium and benefits.
Microinsurance scheme of WDBF has three optional premium levels which the policyholder can opt
according to his preference and benefits vary according to the premium level. The life microinsurance
products of all the selected institutes except Sanasa cover other family members as well (Box 2.1 & Table
2.2).

Table 2.3
Main Differences in Life Microinsurance Schemes offered by the Selected
Microinsurance Institutes
SANASA

WDBF

SEEDS

WDF

Yasiru

Offer multiple life
insurance schemes
(Provide the
option of
selection of
schemes)

Yes

Yes

Yes

No

Yes

Differentiation of
schemes based on

Premium & Premium
the age of
(Fixed premium
entry
for all members
per scheme)

Premium, age
at the time
of purchasing,
and number of
lives covered
Premium
increases with
the number of
lives covered

-

Premium,
number of
members in the
family
(Premium
differs based on
number of
members)

Target unit of
insurance

Policyholder

Family

Family

Family

Family

Differentiation of
benefits for family

-

Benefits differ
for family
members

Benefits differ
for family
members

Same
benefits
for all
members

Benefits differ
for family
members

Maturity Benefits

Yes

-

Yes

-

To be
introduced

Source: Microinsurance Survey, 2008, IPS -findings of semi-structured interviews with the selected
microinsurance providers.
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Box 2.1
Life Microinsurance Packages of Selected Institutes
Life Microinsurance of SEEDS
'Sathkara' life microinsurance provided by SEEDS can be divided into four types, depending on the
coverage of family members:
1.
2.
3.
4.

Life insurance scheme which covers only insurer
Life insurance scheme which covers insurer plus husband or wife
Life insurance scheme which covers insurer plus children
Life insurance scheme which covers insurer, husband/wife and children

The client has the option to purchase one of these policies according to his preference. The benefits
differ based on the age at the time of obtaining the policy. The premium also increases with the
number of clients covered under the insurance policy.
Life Microinsurance of the WDF & WDBF
In the life microinsurance policy of the WDF, the 'family' is the unit of insurance and the premiums
and benefits would not differ for the family members. If a policyholder pays additional Rs. 10, they
will extend the coverage to the helpless elderly people and helpless children and disabled. The WDBF
also considers the family as the unit of insurance in its insurance package but the benefits vary among
family members, while the premium is fixed irrespective of the number of members covered.
Life Microinsurance of the Yasiru Mutual Provident Fund
Yasiru also insures the 'family' under the life microinsurance. The premium and benefits differ based
on the number of family members. It separates life microinsurance into four categories depending on
the number of family members:
1.
The family which has only husband and wife
2.
The family which has kids and mother or father
3.
The family which has kids and parents
4.
The family which has one elderly person
Yasiru has five different premium levels out of which the policyholder can opt according to his
preference and capacity.
Source: Microinsurance Survey, 2008, IPS -findings of semi-structured interviews with the selected
microinsurance providers.

(b) Microinsurance on Life Cycle Events
The findings of this study highlight that only two, SEEDS and WDBF out of the selected five institutes
provide insurance on life cycle events. However, the types of life cycle events covered, the type of benefits
offered and the insurance policy type under which life cycle related shocks are covered, differ. The SEEDS
provides educational benefits under its life microinsurance scheme. It also provides coverage for childbirth
and marriage under its insurance package. It also provides educational benefits for the children of the
policyholder on accomplishment of pre-defined goals.

(c) Credit Insurance
Credit insurance products cover the loan balance at times of death, permanent or partial disability of the
loan client, at a low cost. All selected microinsurance providers except the WDBF, provide credit insur8

Delivery
Microinsurance
Channels,Products:
Delivery Diversity
Models and
of Products
InsuranceOffered
Agents

MI
Sanasa

Table 2.4
Credit Microinsurance Products of the Selected Insurance Providers
Risks covered
Premium
Benefits
Covers Sanasa Society
Monthly premium is LKR
Compensate the loan
loans in the event of
0.55 per thousand rupees
balance and interest
death, total and permanent
outstanding to the society
disability of the borrower

Yasiru

Covers loans on the death
of the borrower

0.6% of the loan amount

Outstanding loan is paid
to the MFI and already paid
amount by the borrower is
returned to the family

SEEDS

Covers loans on death,
permanent and partial
disability of the borrower

2% of the loan amount

Outstanding loan is paid
to the MFI and already
paid amount by the
borrower is returned to the
family with the no claim
bonus

WDF

Covers loans on death and
permanent disability of the
borrower, natural disaster,
fire, theft and terrorism

3% of the loan amount (only
2% for the chena cultivation
and for fisheries loans)

Outstanding balance is
paid

Source: Microinsurance Survey, 2008, IPS - findings of semi-structured interviews with the selected
microinsurance providers.

ance. For most of the institutes, the initiation of microinsurance has commenced with credit insurance. In
general, the credit insurance is paid as a one time payment which is usually deducted as a percentage of
the loan amount at the time of loan disbursement. The types of risks covered, the rate charged or benefit
provision by this fund is a decision of each institute. Table 2.4 summarizes the characteristics of existing
credit insurance schemes.

(d) Health Microinsurance
The findings of the study reveal the limited availability of health microinsurance in Sri Lanka. Only Sanasa
Insurance provides a separate health insurance product, which is also open only to the staff members of the
Sanasa Societies and Sanasa Insurance Company. It has four types of plans based on the premium, covering
hospitalization, accidental death and OPD treatment. Nonetheless, it should be noted that benefits on
hospitalization and surgery are a part and parcel of life insurance products in most of the insurance
companies. The Yasiru covers traditional treatments. The institutes like WDBF even extends its hospitalization cover to the family members of the policyholder. Further, in the presence of separate health
insurance schemes, the premiums are high but the benefits are also high, while in the other cases the
premiums are very low but the benefits offered are limited.

(e) Depositor's Insurance
Among the selected institutes only Sanasa has the depositor's insurance. Apart from credit insurance, the
Sanasa Insurance Company also has depositor's insurance which covers the savings of the members of the
Sanasa Movement. It covers the loss of savings of a policyholder under the circumstances of an institu9
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tional crisis or natural disaster. Benefits of this insurance package depend on the entry age of the policyholder. Policyholders between 18-54 years old are eligible to claim 100% of their savings.

(f) Property Insurance
The microinsurance institutes do not show much interest in provision of property insurance. This was
confirmed by the study results. Only the Sanasa Insurance Company provides housing bond which covers
fire perils with a premium of 0.5% of the value of the house. In addition, the Company has an insurance
scheme to cover property, cash in premises, pawned jewellery, dud articles, office equipment, cash in
transit, stock-in-trade etc. only of Sanasa Societies against the perils. The WDF also has a property insurance scheme which covers properties in Janashakthi Bank Society5 buildings against perils like fire, theft,
terrorism, riots, natural disasters, electric damages, motor vehicle accident or blast.

(g) Disasters Related Insurance
The life insurance products/or the insurance packages of all the selected microinsurance institutes cover
loss of life of the policyholder (sometimes even the family members) in a natural or man-made disaster.
On top of that, the institutes have cover on various risks related to disasters, but to a limited extent. Several
microinsurance products also emerged from the experience gained in the aftermath of the Tsunami (Table
2.5).

Table 2.5
Microinsurance on Disasters or Products that have Emerged as a Response to Disaster
Institute
Insurance Type
Cover
WDF

Housing loan insurance

Loan insurance on occasion of death , disability and
damage to a constructing house due to natural
disaster, theft, terrorism

Credit insurance

Death of the person carrying out the enterprise/
business or damages due to natural disasters, fire,
theft, riots

Housing bond

Insurance cover for houses from fire

“Divitura” new life
microinsurance product

Introduced as a response to the Tsunami

Property insurance

Cover properties, cash in premises, pawning
jewellery, dud articles, office equipment, cash in
transit, stock-in-trade etc. of Sanasa Societies against
perils except terrorism

WDBF

Natural insurance cover

It covers risks of natural disasters only in the event
of destruction of a house due to natural disaster,
provides a daily payment upto 3 days in the event
policyholders’ residential area becomes adverse for
living due to floods.

Yasiru
Mutual
Provident
Fund

Insurance package

Coverage on death and disability

Sanasa
Insurance
Company

SEEDS

“Sathkara” life microinsurance
It was started as a response to the Tsunami
scheme
Source: Microinsurance Survey, 2008, IPS -findings of semi-structured interviews with the selected
microinsurance providers.
5

Janashakthi was termed in later 1989 as an apex body of 124 Womens' Societies. It is currently affiliated to WDF.
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(h) Impact of Tsunami on Microinsurance Institutions
The most catastrophic natural disaster in Sri Lankan history, the Tsunami in December 2004, affected
many sectors of the country including the microfinance sector and microinsurance sector too. This had
both positive and negative impacts on the MI sector.
The major negative impact on microinsurance institutes came through the reduction of clients. Two out of
the five selected institutes faced a drop-out of clients after the Tsunami. This was due to two separate
reasons. The major cause for the drop-out in one of the institutions was related to the lack of trust of the
policyholders in the face of the institute’s inability to pay the due claims (that resulted from the damages
caused by the Tsunami). That particular institution was incapable of meeting the total demand without reinsurance. It had to delay the insurance payments (until it got the support of an INGO), which led to the
mistrust of policyholders. In the other institution, the main cause was the diversion of attention to the
affected persons which resulted in delay in payments to the existing policyholders. This dissatisfaction
caused the client drop-out.
On the contrary, the post-Tsunami environment led to improvement of the microinsurance services too.
The situation led the institutes to develop the existing products or to introduce new products realizing the
need of wider coverage of risks. As an example, WDF revised its existing "Divisarana" life microinsurance
product and Sanasa Insurance Company introduced its new life microinsurance product "Divitura" as a
response to the Tsunami. The Yasiru Mutual Fund also has started developing a property insurance scheme
and SEEDS has started its life microinsurance scheme "Sathkara" as a response to the Tsunami.

2.3 Delivery Channels, Delivery Models and Insurance Agents
The institutes capitalize on the existing strengths of the institutes in delivering the products. The SEEDS,
WDF and WDBF use their own societies at community level as delivery channels of insurance. The Sanasa
Insurance also uses the societies of the Sanasa movement as the delivery channel (Table 2.6).
The categorization of the microinsurance providers according to a specific category is a quandary. All the
selected microinsurance providers reach their clients through MFIs or other community based organizations. Though the microinsurance providers who reach the clients through the CBOs identify their delivery
model as a 'community based model', the microinsurance theory suggests that when the microinsurance
provider is in charge of designing, developing, delivering products and claims assessment, that model is a
'full-service model' (see Box 2.2). The insurance provider in this model has full control over the insurance
scheme, they retain the whole profits and is responsible for all insurance-related costs, losses. According
to the microinsurance theory, the community based model exists when the local communities form groups
to capitalize and manage risk pools for their members.
The study finds that the most common model of delivering microinsurance in Sri Lanka is the full service
model and only one selected institute follows the partner-agent model. Some of the microinsurance
providers use more than one model to deliver their different microinsurance products. In the study, the
SEEDS uses the full service model to offer their credit insurance product and the partner -agent model is
used to offer life microinsurance products. SEEDS is the pioneer of the Partner-Agent model in Sri Lanka,
which was initiated as an ADB funded project.
11
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Box 2.2
Models of Microinsurance Delivery
There are four types of MI offering models. These models have their own advantages and
disadvantages.
1. Community based/ Mutual model
Owned and managed by members. The local communities form groups to capitalize and
manage risk pools for their members. This is advantageous for its ability to design and market
products more effectively but is disadvantaged by its small size and scope of operations.
2. Full service model
The microinsurance provider is in charge of designing, developing, delivering products and
claims assessment. The advantage of this model is that the provider has the full control over
the insurance scheme and they retain the whole profits. It is disadvantageous as being risky for
the provider as the provider is responsible for all insurance-related costs, losses.
3. Partner-agent model
Partnership is formed between an insurance provider and an intermediary organization (e.g.:
MFI) as an agent. The agent markets and sells the product. The insurance provider acts as the
partner, providing actuarial, financial, and claims-processing expertise, and the capital required
for initial investments and reserves as required by law. The risk is absorbed by the insurer.
4. Provider driven model
Similar to full-service model, the service provider and insurer are the same. Similarly, the
insurer is responsible for all operations, delivery, design, and service. In health insurance, the
health care provider becomes the microinsurance provider. The hospitals, clinics provide prepaid
facilities or risk pooling coverage for people. Some MFIs use this model but mange their own
clinics.
Source: Tripathy, N. P. and P. Pal (2006), “Insurance: Theory and Practices”, Prentice - Hall of India
Private Limited, New Delhi.

Table 2.6
Channels and Models of Insurance Delivery of the Selected
Microinsurance Institutes
MI
Delivery Channel
Insurance Model
Sanasa
Sanasa Movement
Full Service
SEEDS
Sarvodaya Movement
Full service + Partner- Agent
Yasiru
All Ceylon Community Development
Full Service
Council & other NGOs
WDF
WDF
Full Service
WDBF
WDBF
Full Service
Source: Microinsurance Survey, 2008, IPS - findings of semi-structured interviews with the
selected microinsurance providers.

The Sanasa Insurance Company delivers its microinsurance products using the full service model to members of the Sanasa Movement. The WDF and WDBF use the full service model too. Being MFIs they have
12
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the advantage of using their own grass roots level CBOs for delivering the insurance services. Yasiru also
delivers its services through CBOs, linked to 11 NGOs though it does not have its own CBOs; most are
grass roots level institutes with microfinance activities and social mobilization (see Appendix A2). Yasiru
issues its credit insurance cover for the loans issued by these institutes.
The findings of this study reveal that the institutes have been able to overcome the problem of moral
hazards and anti-selection to a greater extent due to the strategy of utilizing services of their own members
as insurance agents/ or the community level organizational strength each institute has. While Sanasa uses
insurance agents based on the Sri Lanka Insurance Board (SLIB) criteria, the SEEDS selects a society member
according to SLIB criteria but with the approval of the society. The Yasiru and WDBF seek services of
community members, who have good rapport with the communities as collection agents, with the consent
of the community. The WDF initially used a system with insurance agents but currently, the policyholders
pay premims directly to the Janashakthi Bank Societies. In all the selected institutes, the collection agent
is paid a commission on the premium collected, except for WDBF where it is a voluntary service (Table
2.7). All the institutes monitor the agents for fraudulent activities and often the fraudulent activities are
kept at minimal levels due to the community based transparent methodologies adopted. In instances when
the institutes have selected the agents (Sanasa and Yasiru), the institutes have built-in monitoring mechanisms with the branch managers or the field offices.

Table 2.7
Method of Premium Collection by the Selected Microinsurance Institutes
Collection Agent

Appointment of
Agents

Payment to Agents

Monitoring of Agents

Sanasa

Insurance Agent

Appoint based on
the SLIB criteria

Commission for the
collected premium

Branch managers
check regularly

SEEDS

Sarvodaya Society
Member

Appoint a Society
member based on
the SLIB criteria, with
the approval of the
Society

Commission for the
collected premium

The system is
transparent and clients
are well informed

Yasiru

Community
member

Appoint people who
have good rapport
with the communities

Commission for the
collected premium

Insurance agent is
monitored by the field
office and under the
control of district
management

WDF

Pay directly to the
Janashakthi Bank
Societies

-

Commission for the
collected premium

-

WDBF

CBO leader

Selected by the
community

Voluntary service

The system is
transparent

Source: Microinsurance Survey, 2008, IPS - findings of semi-structured interviews with the selected
microinsurance providers.
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The records at the society level, branch level, and at the head office level monitors the premium payments
which keep track of the overdue payments. The Sanasa Insurance Company has a computerized system
which enables efficient monitoring. All the institutes keep the collection agents updated about the
reviews in insurance premium structures.

2.4 Outreach of Microinsurance Services
The microinsurance institutes use different methodologies to reach the poor. The microinsurance institutes
in the study use their own CBOs/ or CBOs of a sister company/ or merely the existing community
organizations to reach the poor in microinsurance (Table 2.8). While in a way, it makes life easy for the
institutes to reach the target group at a low cost with trust, at the same time it restricts the outreach to the
rest of the poor, who are not members.
The SEEDS covers only 38% out of the members of Sarvodaya societies under its insurance policies. Still,
it has the largest number of insurance policyholders, which is as high as 179,501. Out of that, only 135
are life microinsurance policyholders while most of the others are credit insurance policyholders. Though
the outreach of SEEDS is high, its life insurance scheme is operating only in four districts: Matara, Galle,
Batticaloa and Vavuniya. The institute identifies the lack of staff in certain districts as one of the impediments for outreach.
Yasiru Mutual Provident Fund is providing insurance policies to around 21,000 families covering more
than 120,000 individuals. About 65% of the insurance policyholders are women. Sanasa Insurance Company is providing insurance policies to around 28,680 clients, which is 100 per cent coverage of its
members. It has never faced a client drop-out. The WDF covers around 16,000 members which is about
48% of the client base of the institute. The WDBF has around 10,000 policyholders which is about 20%
of the client base of the institute.

MI

Table 2.8
Outreach of Microinsurance Institutes (2008)
Outreach
Number of insurance
% insured out of the
policyholders/clients
total members of
affiliated societies

Sanasa

Sanasa Societies

SEEDS

Sarvodaya Societies

Yasiru

28,680

100

179,501

38

All Ceylon Community
Development Council +
Other CBOs of villages

21,000

100

WDF

WDF members

16,228

48

WDBF

WDBF members

10,000

20

Source: Microinsurance Survey, 2008, IPS -findings of semi-structured interviews with the selected
microinsurance providers.
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2.5 Financing Microinsurance, Donor Support and Reinsurance Facilities
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2.6 Key Barriers for Microinsurance Providers and the Steps to Overcome
The microinsurance providers in Sri Lanka face many obstacles in carrying out their services. Many of the
institutes under the study perceived the lack of awareness among the poor as the major hindrance for the
development of the sector. Poor and rural people are unaware of the benefits microinsurance can bring in
as a risk management strategy at a low cost or the benefits it has over other financial services.
Another barrier for the institutes is the competition they face from the commercial insurance schemes or
sometimes even the competition from microinsurance institutes themselves. Some microinsurance institutes have the advantage of reaching a larger client base through their own/ or sister company's extensive
network of CBOs. In such instances (as many poor have multiple memberships), some of the institutes
find it difficult to penetrate the market or seek new markets. Some institutes even find the high administration costs in reaching the poor as a barrier.
At the same time, the bad reputation of commercial insurance companies has created an unfavourable
environment for the insurance market, affecting the microinsurance sector too. Some institutes mentioned
that the absence of proper regulatory mechanisms for microinsurance has led to fraudulent activities that
discourage both the providers and the clients. To overcome these barriers, several institutes are carrying out
awareness building programmes through the field officers. A limited number of institutes offer additional
benefits, for the programmes to be more attractive to the clients. They also try to incorporate needs based
product development. The selection of the collection agents from the community, together with the
effective management techniques have resolved many of the problems related to trust, moral hazards and
and anti-selection.
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The weak regulatory framework for microinsurance holds back the commercial insurance companies entering into microinsurance. The lack of reinsurance facilities discourages them entering into partner-agent
relationships as well.
Dearth of knowledge on microinsurance and skilled manpower in this field has restricted the operations of
the institutes. Some institutes believe that scientific underwriting on a prudential basis would overcome
the mistrust and would enable the institutes to develop products to suit the needs of the clients. The
institutes expect more support from the government and related institutes in addressing this issue.
This study finds that all the selected institutes are keen to link with their microinsurance stakeholders to
create a network. They are also willing to link with private or public social insurance providers. As an
example, the Yasiru expressed its willingness to join the Farmers' Pension Scheme of the Agriculture and
Agrarian Insurance Board.

2.7 The Role of the State in Microinsurance: As Perceived by the Institutes
As there are issues related to the lack of resource persons/ knowledge/ experience on microinsurance, the
institutes suggested the government to support in providing capacity building training programmes for the
microinsurance sector. The institutes also expect to have more guidance from the government in the
absence of expertise on insurance by the institutes. The government also can play a leading role in networking the microinsurance institutes with different stakeholders. They believe that government support in
providing them the exposure to best practices around the world would benefit the sector.
Several institutes hold the idea that the government can play a leading role in promoting microinsurance
among the poor, creating awareness and popularizing it. Many of the institutes identified the need of
regularization of the microinsurance sector separately, as the regulations of IBSL do not necessarily address
the problems of the microinsurance sector. At the same time, the institutes expect the IBSL to have more
flexibility on microinsurance institutes on share capital requirements and tax payments. The institutes
expressed the importance of having a fund by the government for the microinsurance sector, so the institutes would have the capacity to extend more benefits to the poor.

3. Household Level Analysis
3.1 Household Level Analysis of Insurance
The following section analyses the risks and the risks management strategies of the households, microinsurance
facilities, and other insurance facilities enjoyed by the households. The analysis is based on the total
sample of 330 households (HHs), out of which 164 households are microinsurance (MI) policyholders
(the rest 166 households are not insurance policyholders of the considered microinsurance programmes).6

3.1.1 Risks and Risks Management Strategies/ Tools7
The households are exposed to multiple and overlapping risks that increase their vulnerability and the risk
management strategies/tools adopted by households differ. The section below summarizes the types of
6

Appendix A3 provides information of the household demographic characteristics.

7

Risk management is the identification, assessment, and prioritization of risks followed by coordinated and economical application of resources to minimize,
monitor, and control the probability and/or impact of unfortunate events.
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risks the sample households were exposed to and the risk management strategies they have used. The
succeeding sections throughout will try to capture the differences in the behaviour of households with
microinsurance and without microinsurance.

3.1.2 Multiple and Overlapping Risks
The types of risks are summarized under five main categories as: weather related and environmental
shocks/ family related shocks/ banditry and crime/ economic shocks/ and negative political, social or legal
events. Accordingly, the survey listed 33 types of risks in total (Annex A 5). The households would
undergo multiple risks concurrently. The study looked at the risks faced during a time span of 5 years from
2003. Out of the total 330 households, 60% have faced one or more risks and in total, the 330 households
have faced 434 number of risks.8

Figure 3.1
Types of Shocks: Occurrence and Severity of Occurrence

Source: Microinsurance Survey, 2008, IPS - Household survey.

8

Some households have faced multiple risks.
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Family related shocks are the most commonly experienced shock faced by the households. Occurrence of
family related shocks are highest for both microinsurance policyholders and their counterparts and are
almost equal. A very high percentage of non-policyholders considered family related shocks as the most
severe risk (49%).The household conditions get severely affected by the health risks and life cycle related
risks the family members undergo. A serious illness of an income earner of the family has been the most
experienced family related shock. Following that, an incident of a childbirth, illnesses of other household
members, death of an income earner and death of a family member are the types of family related shocks
that have worsened the conditions of the households.
The second most common risk faced by the households is the weather related and environmental shocks.
Both the occurrence and the severity of weather and environmental related shocks have been very high for
the microinsurance policyholders. Among the different types of weather related and environmental shocks
most of the households have experienced are droughts, animal threats and crop failures. Another major
type of shock is the economic shock. Dramatic increase in the input prices, inability to sell agricultural
products and dramatic decrease of the output prices are the most common economic shocks experienced
by the households in the respective order (Figure 3.1). For non-policyholder households occurrence of
economic shocks are higher than the weather and environmental related shocks. But its severity is not as
high as the severity of weather and environmental related shocks for them.
Depending on the asset quintile there are a few observable differences in the types of risks experienced.
The highest quintile has experienced the least number of shocks due to weather related events, and highest
number of shocks due to negative political, social or legal events, than the rest (Figure 3.2).

Figure 3.2
Types of Risks Faced During Last Five Years: By Asset Quintile

Source: Microinsurance Survey, 2008, IPS - Household survey.
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3.1.3 Expectation of Risks
Understanding the expectation of risks by the households is important in evaluating whether the insurance
products of the microinsurance providers are demand driven or not and helpful in future designing of
effective products.
In total, the households expect that about half of their risks would arise due to economic shocks, followed
by the weather related and environmental shocks and family related shocks. There is hardly any difference
between the expectations of risks among the two types of households. The expectation of each type of risk
by microinsurance policyholder and non-policyholder households is 1:1.

Figure 3.3
Expectation of Risks by the Households

Source: Microinsurance Survey, 2008, IPS - Household survey.

3.1.4 Multiple Risk Management Strategies: Insurance Vs. Other Strategies
The households have used a range of risk management strategies/tools to manage risks/shocks. While
some households are able to manage the risks through one method, most would go for multiple methods.
In total, 1,098 strategies have been used by the risk faced households accounting to 5.5 risks management
methods per household on average.
The results of the analysis show the importance of insurance as a risk management strategy. Both
microinsurance policyholders and non-policyholders have equally used insurance to manage shocks (close
to 20%). (In 75% of the households, at least one member of the household has bought an insurance policy
during the surveyed time period or at some time. This could arise as the sample consists of a purposive
sample of microinsurance policyholders). Borrowing from the informal sources has been the second most
common risk management strategy, surpassing the other formal financial services. This is a striking finding
considering that the sample mainly carries households attached to microfinance institutions.
The households still rely heavily on the informal networks in managing risks. This is confirmed by the
study by having 'seeking support from relatives or family members' (close to 15% for both types) as the
next most common response. Next, in the respective order, the sample households have commonly used
the methods of borrowing from the formal institutes, withdrawing savings, diversifying the income sources
or selling/ pawning or mortgaging the assets.
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Figure 3.4
Risk Management Strategies Used by Households Following an
Exposure to a Risk

Source: Microinsurance Survey, 2008, IPS - Household survey.

The poorest households have relied more on borrowing from informal sources (first priority of the bottom
2 quintiles). Next to that, they have claimed insurance and sought support from relatives. For the other
three top quintiles, the priorities have been to claim insurance. However, the households of the 5th
quintile have borrowed from the informal sources at the same level of claiming insurance. The lower
quintiles have received help from the welfare societies more than the other quintiles for risk management.

3.1.5 Understanding the Concept of Insurance
The study shows that there is a high tendency to hold an insurance policy with a clear understanding of the
concept of insurance. The survey included a question to measure, whether the households have a clear idea
of the concept of insurance.9

Table 3.1
Understanding the Concept of Insurance and Buying an Insurance Policy10
Concept of Insurance

Households (%)
Bought Insurance
Did not buy Insurance
Policy
Policy

Total

Clear Idea

79.2

20.8

100

No Clear Idea

40.5

59.5

100

Total

74.8

25.2

100

Source: Microinsurance Survey, 2008, IPS - Household survey.

9

In the total sample of 330 households, 75% of the households have bought at least one insurance policy (microinsurance or other), at some time.

10

Here, the 'insurance policy' means any type of an insurance, not only microinsurance.
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It is interesting to note that out of the households who have a clear idea of the concept of insurance, 79%
have bought an insurance policy at any time, while out of the households who do not have a clear idea of
the concept of insurance, only 40% have bought an insurance policy (Table 3.1).

3.2 Microinsurance: The Role as a Risk Management Tool
A separate analysis of microinsurance provides insights of the microinsurance services the households
receive. Only a few households (7%) have bought more than one microinsurance policy from the considered microinsurance institute. The analysis further showed that the tendency to acquire microinsurance is
high for households who have faced at least one risk. Almost 60% of the microinsurance policyholder
households considered for the sample, have experienced at least one type of risk during the considered 5
year time period and out of them, 53% have obtained microinsurance within the same period of time.
The analysis shows that half of the microinsurance policies bought are life insurance (Figure 3.5). The
households prefer it over the others as most of the life insurance policies offered are designed with benefits
of health insurance and insurance on other life cycle events. Further, some of the microinsurance providers
only offer an all inclusive package centred on life insurance.11
The second highest microinsurance policy type bought by the households is credit insurance (Figure 3.5).
This has resulted due to the compulsory requirement of credit insurance in obtaining loans by the members
to guarantee loan loss (fully or partially) in case of death or disability of the borrower. As most of the

Figure 3.5
Type of Microinsurance Policies Bought by Households

Source: Microinsurance Survey, 2008, IPS - Household survey.

11

More details are provided under the section on MI providers.
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microinsurance providers covered by the survey are linked with their partner microfinance institute (under
one umbrella institute), the number of credit insurance policies would automatically rise.12 The insurance
policies bought on natural disasters are low as there are only very few schemes. None of the households
have bought pension and vehicle insurance policies as these types of products are not offered at microinsurance
level by the providers under the study.13
The households in quintile 2 have bought the highest number and the households in the richest quintile
have bought the least number of microinsurance policies. Rest of the quintiles have bought almost an
equal number of microinsurance policies (Figure 3.6). The poorest quintile has purchased more of credit
insurance, while other quintiles have purchased more of life insurance. The highest number of life insurance policies have been purchased by the second quintile.

Figure 3.6
Type of Microinsurance Policies Bought by Asset Quintile

Source: Microinsurance Survey, 2008, IPS - Household survey.

The microinsurance products are designed by the providers in a way that they often cover one or more risks
and offer one or more benefits to the policyholder. Almost one quarter of the benefits (out of all the
benefits received) are death compensation benefits. Accident compensation, death benefits for funeral
expenses, accident expenses for medical treatment, and credit assurance follow in the respective order.
Most of the microinsurance policyholders have bought microinsurance policies to secure against future
shocks. A noteworthy finding is that, a little more than one fifth of the households have purchased
insurance for credit assurance, due to the compulsory requirement in obtaining loans. The next reason for
purchasing microinsurance has been to provide protection for the families in case of illness or death
(Figure 3.7).

12

It is compulsory for all the borrowers of the microfinance arms of the microinsurance providers (except in WDBF) to get credit insurance. Yasiru provides credit
insurance to the community based microfinance organizations they are linked with.

13

For further information, see the analysis of MI providers. Only SANASA offers vehicle insurance, but at commercial level.
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Figure 3.7
Reasons to Purchase Microinsurance Policies by Microinsurance Policyholders

Source: Microinsurance Survey, 2008, IPS - Household survey.

Table 3.2
Number of Microinsurance Policyholders According to the Average
Microinsurance Premium (monthly)14
MI Premium
Number of
Q1%**
Q2%** Q3%**
Q4%**
Q5%**
(Rs.)
HH %*
1-10
11-20
21-50
51-100
101-300
301-500
501-1000
1001-2000
Total
Note:

1
28
25
9
17
8
10
2
100

0
14
22
33
14
20
0
0
16

100
30
19
42
18
50
31
0
28

0
22
16
17
18
10
31
67
20

0
11
19
0
32
10
15
0
15

0
24
25
8
18
10
23
33
21

* Out of the 130- MI households answered.
** Out of the total number of households in the relevant premium category.

Source: Microinsurance Survey, 2008, IPS - Household survey.

Half of the microinsurance households are paying premiums monthly and another 45% are paying annually. Unlike in microfinance where the clients are encouraged to make regular payments in short intervals
(weekly savings or payments of loans), none of the studied microinsurance providers are collecting insurance premiums weekly or fortnightly.
A significant percentage of households are unaware of the exact premiums they are paying. Most of the
microinsurance policyholders are paying very low insurance premiums. Half of the microinsurance policyholders pay monthly premiums less than Rs. 50 while almost 80% of the microinsurance policyholders are
14

All premiums paid weekly, fortnightly and quarterly are converted to obtain monthly premium values for comparison. The outright payments for the whole
package (credit insurance) are ignored for this calculation, as the time span differs according to the insurance policy. All premiums are on average value.
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paying monthly premiums less than Rs.300. The poorest households are paying more of lower premiums
while the premiums above Rs. 1,000 are paid only by the 3rd and 5th quintiles (Table 3.2).
In general, the microfinance institutes which require their clients to have credit insurance, charge the
premium as an outright payment, at the time of loan disbursement. Close to 30% of the microinsurance
policyholders were having credit insurance. A 15% are paying very small credit insurance premiums of
less than Rs.300 and one fifth of the households in microinsurance are paying less than Rs. 500. Most of
the clients are paying credit insurance premiums of Rs. 501-1,000 and Rs. 1,001-4,000. However, it has to
be noted that, credit insurance premiums are related to the credit amount, often as a percentage on the
total credit amount, defined by the microfinance institute.
Most of the (65%) microinsurance households are comfortable with the premium amount they are paying
('about right'). The interesting finding is that 22% of the households think that the premiums of the
microinsurance policies are too small. This shows the opportunity the microinsurance providers can grasp,
to provide better services. The microinsurance households would prefer receiving better benefits even at a
relatively higher premium.
Majority of the microinsurance households (78%) have not made any claims on their microinsurance
policy. Out of the households who have claimed microinsurance, 63% have claimed on illnesses and
20% have claimed on deaths. Further, only 6% have claimed on accidents and another 6% have claimed
on property loss. Only 3% have claimed on each for childbirth and education.
Majority of the claims have succeeded in covering only less than 20% of the loss the households have
experienced (39% of the households claimed). Another 11% of the households have been able to claim
about 20-49% of their damage while 31% have responded saying that they have been able to claim 100%
of the loss they suffered. Nevertheless, a considerable percentage (11%) is without any knowledge about
the loss they were able to cover from their microinsurance claim. However, it has to be noted that the
results on the loss covered by the claims are subjective answers, as it displays only the view of the
claimant.
Most of the policyholders have not stated that a reason to claim did not occur (90% out of non-claimed
households). For some, this could be due to the lack of cover on risks by the microinsurance policies they
hold. A few could not claim as they did not know about their claiming rights, lack knowledge about
claiming procedure, or the risks faced were not covered by the insurance policies. For others the reasons
were that the insurance policy did not extend to the family members, inability to provide the necessary
documents (e.g., medical certificate) or because they did not claim in order to obtain the 'no claim
bonus'. Though the percentage of households who have faced such circumstances is small, the underlying
causes should be taken into serious consideration by the microinsurance providers in improving their
services.
The microinsurance policyholders provided mixed comments on the satisfaction of the microinsurance
policy they are carrying. Most of the households with microinsurance policies are satisfied with the
policies they are carrying (90%). The larger number of households are fully satisfied (60% out of the
households who have microinsurance policies), 12% are satisfied to a larger extent and 20% are satisfied
only to a lower extent.
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Out of the few households who are not satisfied, the main reasons for the dissatisfaction are the inadequacy of the microinsurance policies to address the needs of the clients and insufficiency of benefits.
Though the number of respondents who are unsatisfied are low, it is important for the microinsurance
providers to take a close consideration about these two facts. In addition, a very few mentioned that their
dissatisfaction is related to slow processing, or lack of knowledge about the claiming rights or the absence
of maturity benefits.
Most of the households did not have any suggestions on the additional risks they would want to cover. Out
of the households who are already covered by microinsurance, 11% preferred to have a cover on crop
failure and 5% preferred have cover on natural disasters.

3.3 Insurance Services Received from Other Insurance Providers
Households often use various risk management strategies. Sometimes they tend to use the services of more
than one insurance provider. Out of the total 330 households, 42% are with other types of insurance
organizations (including the households who are already in microinsurance). Out of 164 households who
are having microinsurance policies, 39% have purchased insurance policies from other insurance organizations too.
Other insurance providers reached by the households in the survey sample are a mixed combination of
insurance providers, consisting of insurance companies and government insurance partners. Most are
clients of insurance companies (more than 80% of the households including the households with
microinsurance policies). Only a small percentage is with other types of institutions. Even the households
having insurance services from other MFI related insurance providers are relatively small. The same trend
can be observed for the microinsurance policy holders as well (Figure 3.8).

Figure 3.8
Households in Other Insurance Organizations
Households in Other Insurance Institutes
(A ll HHs)

2%

7%

Insurance
company

2% 6%

Financial
Institution
83%

2%

Households in Other Insurance I nstitutes
(A ll MIHHs)
Insuranc e
1%
c ompany
9%
4%
F inancial

Microf inance
Institution
(M FI)
Employer

Institution
84%

M ic rofinance
Institution ( MFI)
Employ er
O ther

Other

Source: Microinsurance Survey, 2008, IPS - Household survey.
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Most of the other insurance are on life insurance and then on vehicle insurance. Almost half (47%) have
bought life insurance policies and 39% have bought vehicle insurance policies. In addition, a few households have bought insurance policies on health, old age annuities/ pensions and on other life cycle events,
from other insurance organizations. A similar trend is observed even among the microinsurance policyholders who are having insurance from other insurance providers too. Almost half of the other insurance
policies bought by the microinsurance policyholders are life insurance policies (Figure 3.9).

Figure 3.9
Type of Insurance Policies of Microinsurance Policyholders in Other Insurance

Source: Microinsurance Survey, 2008, IPS - Household survey.

The poorest quintile has bought the least number of insurance policies and the richest quintile has bought
the highest from other insurance providers. It is interesting to note here that the largest portion of the life
insurance policyholders is from the third asset quintile.
The next most common insurance obtained from other insurance institutes is the vehicle insurance and the
4th asset quintile has purchased the highest number of vehicle insurance policies. A few microinsurance
policyholders have purchased insurance on other life cycle events, pensions and health insurance from
other insurance providers (Figures 3.9 and 3.10). These households have purchased vehicle insurance from
other providers as none of the considered microinsurance institutes are providing vehicle insurance. The
moving into life insurance policies of other insurance providers has to be considered seriously as this may
depict the inadequacy of the life insurance policies of microinsurance providers.
Accident compensation is the most common benefit the households are receiving from other insurance
policies (35%of the benefits) followed by death compensation benefits (22%), accident expenses for
medical treatment (13%) and death benefits for funeral expenses (12%).
Most of the households have purchased insurance from other insurance organizations to be secure against
future shocks without a specificity (76% out of all households and 73% of microinsurance policyholder
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Figure 3.10
Number of Insurance Policies from Other Insurance
Organizations: Microinsurance Policyholders by Asset Quintile

Source: Microinsurance Survey, 2008, IPS - Household survey.

households in other insurance organizations). An interesting finding is that unlike in microinsurance, none
of the hot insurance policies from other insurance organizations as an investment and to protect families
in case of illness/ death - both microinsurance holders and others (Figure 3.11).

Figure 3.11
Reasons to Purchase Insurance Policies from Other Insurance Organizations
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Source: Microinsurance Survey, 2008, IPS - Household survey.
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As in microinsurance, most of the households - irrespective of whether they are microinsurance holders or
not - pay insurance premiums monthly and annually to the other insurance organizations. The analysis of
premiums paid for other insurance policies show that the households are not paying very high premiums
at other insurance organizations. One quarter is paying monthly premiums below Rs. 50, which is very
low. More interestingly, half of the households are paying premiums below Rs. 500, and 70% are paying
below Rs. 1,000. Almost one quarter of the households are paying monthly premiums of Rs. 1,001-2,000.
There are only a very few who are paying over Rs. 2,000. It is more interesting to see that while 22% of the
households pay premiums of Rs.21-50, another 23% are also paying quite high premiums of Rs. 1,0012,000. The same trend is observed for the microinsurance policyholders as well (Table 3.3).

Table 3.3
Percentage of Households in Other Insurance Organizations, According
to the Categories of Payment of Insurance Premium (monthly)15
Monthly Insurance
Premium Category (Rs.)

All HHs

MIHHs

5

6

21-50
51-100

20
5

22
5

101-300
301-500

13
12

15
6

501-1000
1001-2000

15
23

16
23

2001-4000
4001-6000

5
1

4
1

6001-10000
10001-30000

1
1

0
1

100

100

1-20

Total16

Source: Microinsurance Survey, 2008, IPS - Household survey.
.

Most of the households in other insurance organizations are satisfied with the premiums these organizations are charging (70% 'about right'). However, about one quarter of the households admitted that the
premiums are too high. Only very few households considered the premium as too small. None of the
microinsurance policyholders considered the premium as too little, unlike in microinsurance.

4. Conclusion
The supply side analysis shows that, the microinsurance institutes have been able to provide benefits to
their members even with a low number of products. Still, the diversification of products has not been able
to cover most of the vast array of risks the poor households encounter. Survey on the microinsurance
providers of the study finds that the products offered by microinsurance institutes are mainly limited to
life, health and credit insurance, with coverage on a few risks. They mainly cover deaths, funeral expenses,
hospitalization, accidents, while coverage on surgery, medicines, life cycle events, education, property,
15

All premiums paid weekly, fortnightly, quarterly, bi-annually and annually are converted to obtain monthly premium values for comparison. The outright
payments for the whole package are ignored for this calculation, as the time span differs according to the insurance policy.

16

The total does not carry the unanswered households who do not have an idea about the details of the insurance policy they are in. The total carries multiple
answers to the question too.
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income loss, agriculture are negligible or none. It is rare to find one provider covering all family related
shocks, while the family related shocks are the main types of risks the households experience.
Most of the households have faced family related shocks and the illnesses of the income earner as one of
the major shocks. Also, in pursuing microinsurance, the households have the expectation that it would
provide protection for the families in case of illness. Despite these facts, health insurance as a separate
product is limited in microinsurance. Health insurance is not perceived as a priority by the microinsurance
providers due to the universal free access to public health services of the country. However, private health
services are required in certain circumstances which are not affordable to the poor. Further, the income
loss during illnesses of the major income earner is one of the major adversities that need cover.
It is worrisome to see that, only two selected microinsurance providers are covering a few shocks related to
weather and environment, even which are too narrow, covering only a very few risks. None of the
microinsurance providers cover droughts, animal threats and crop failures. However, considering the agriculture involvedness of the labour force in the country and considering the higher percentage of low
income earners among the agriculture based employed of the country, the importance of expansion of
insurance coverage for the aforementioned risks can be highlighted.
The analysis shows that the majority of the microinsurance policyholder households have not made claims
as the risks covered by the policies were not experienced. Most of the claims have not succeeded in
covering the full extent of the loss, as the members perceive. This highlights the mismatch in demand and
supply.
A higher percentage of households in microinsurance have insurance policies from one or more provider.
In an indirect way, it projects the insecurity of the households and the insufficiency of the microinsurance
products in covering the risks.
Complexities of some of the microinsurance products have made it difficult for the households to understand the benefits and rights they are entitled to, as most of the life microinsurance products in Sri Lanka
are very comprehensive, including an array of insurance benefits.
All microinsurance institutes studied have a 'full-service model' (except one), where the insurance provider has full control over the insurance scheme. The microinsurance institutes capitalize on existing
strengths of the institutes and reach the clients through community based organizations (CBOs) of MFIs or
other existing CBOs, hence delivering the products at the doorstep. The collection agents of most of the
microinsurance institutes are the community members, which make the premium payments available at
the doorstep of the policyholders at a lower cost.
On the other hand, as an infant industry, the microinsurance providers of the country face plenty of
obstacles, which prevent them from having an extensive versatility. Nonetheless, it should be noted that
the households are even willing to go for a little more higher premiums if the benefits received or the
coverage are improved. Hence, the microinsurance providers have the opportunity to diversify the portfolio
in a subtle way, at least to cover more of the basic risks.
The lack of skilled manpower in the field is another constraint. Networking of the providers would
overcome the problem to a certain extent, as it enables to have collective approaches. Another limitation
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that hinders the expansion/ diversification of the microinsurance providers is the limitations they face in
reinsurance. Lack of a regulatory framework also discourages reinsurance. There is a need to create an
enabling environment to increase the entry of new types of microinsurance institutes. Most of the private
commercial insurance companies are not dealing with microinsurance for the low income groups. Lack of
a regulatory framework for microinsurance is a major reason for the hold back. The government can play a
leading role in promoting microinsurance among the poor, create awareness and popularize it, supporting
an enabling environment through regulation and promoting capacity building in the sector.
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as casual employment can be identified as the second common employment status among the surveyed
households. Majority of the household heads are sales/ service workers (23.9%), followed by the agricultural/
fishery workers (22.7%), which together add up closer to 47%. Lesser amount of household heads are in
secondary employments (only 6%). The households have good access to health facilities by proximity.

A4: Methodology
The research problems were examined on different dimensions, comparing the microinsurance policyholder
households17 and non-policy holder households.18 Also they were evaluated across asset quintiles. An
asset index was constructed for the sample households based on the household assets and dwelling
characteristics, collected through the client survey. The data analysis was mainly descriptive.
Comparison of the differences between microinsurance products provided by the grass roots level
institutions: MFIs, NGOs, or CBOs in Sri Lanka. Examining the different types of delivery methods they
use in reaching the clients effectively.
• Different microinsurance products provided by the selected microinsurance providers were
assessed by examining the coverage of risks, the voluntary and compulsory nature of the
products, target beneficiaries, premiums, and maturity benefits.
• The insurance models, the use of delivery channels, coverage of the poor, collection agents
and monitoring methods were used to assess the effectiveness of the delivery strategies of
microinsurance to the poor.
Understanding the types of risks/vulnerabilities of the households and the use of informal and formal
mechanisms by the poor communities to cope with risks. Examining the role of microinsurance in
relation to other financial services for the poor in Sri Lanka and understanding the types of products the
poor generally need.
The common types of risks/ shocks that make the poor households more vulnerable were identified from
the literature. Accordingly, the survey listed 33 types of risks in total, which were categorized under five
broad categories. The households listed out the type of risks they encountered within a time span of 5
years, starting from 2003 and also ranked their severity.
-

Weather & environmental related shocks - They can be man-made or natural. Eight types
of risks are identified under the weather & environmental related shocks. They are floods,
hurricanes, landslides, drought, tidal waves, fire, animal threats, and crop failures.

-

Family related shocks - Unexpected events affecting health, welfare or social status of
family members. They are death, serious illness, disability, disputes, marriage, childbirth
and divorce.

-

Banditry and crimes - Destruction, confiscation or theft of tools or inputs of production,
theft of cash, theft of stored crops or livestock, destruction of house, destruction or theft of
other assets.

-

Economic shocks - Drastic changes in input and output prices, inability to sell produce,
loss of job.

17

At least one household member has obtained a microinsurance policy from the considered microinsurance provider.

18

None of the household members has obtained a microinsurance policy from the considered microinsurance provider.
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•

Along the identification of the risks faced by the households, the risk management tools/ strategies
used by the households were identified. The comparison of the use of other risk management strategies
with the use of insurance highlights the level of importance of insurance for the poor.
-

•

Risk management is the identification, assessment, and prioritization of risks followed by
coordinated and economical application of resources to minimize, monitor, and control the
probability and/or impact of unfortunate events.

Comparison of the types of microinsurance products (coverage of risks) offered by the providers and
bought by the households, the voluntary and compulsory nature of the products, coverage of risks the
households mostly experience and expect in future, coverage of family members were used to assess
the types of microinsurance products the poor generally need.

Examining the extent the grass roots level institutes cater to the needs of the poor compared to private
commercial insurance providers.

•

Premium payment intervals, premium amount, perceptions on premiums, whether the households
have been able to claim microinsurance, coverage of loss by microinsurance, perceptions on satisfaction
and awareness were used to assess utilities of microinsurance as a risk management tool for the poor.

•

Comparison of microinsurance and the microinsurance households in other insurance schemes on
the following: objectives of joining other insurance, the types of products obtained, the benefits
received, and the premiums the microinsurance households in other insurance face, gives an idea
about the adequacy of microinsurance in catering to the needs of the poor.

Identifying the gaps in the design and delivery of the microinsurance products.

•

Based on the above examination, the comparison of the supply of microfinance services and demanded
services by the households identify the gaps in design and delivery of microinsurance.

Data Collection
Key Informants Interviews
Information on the nature and scope of microinsurance schemes and the broader institutional support/
constraints to various microinsurance schemes were gathered through detailed interviews carried out with
the officials of the microfinance and microinsurance institutes. The list of the key informants is given in
the Appendix 1.

Household Survey
A household survey was carried out to understand the types of risks/ vulnerabilities and associated losses
of the households and to analyze the nature of informal and formal mechanisms used by the poor
communities to cope with risks/ vulnerabilities. Another objective of the household survey was to understand
the relevance of available insurance products in addressing the needs of the households, understanding
the gaps in the design and delivery of these products.
For the client survey, a structured questionnaire was used to gather necessary primary information. A
sample of household was selected from each of the selected 5 institutes with both insured clients as a
treatment group and non-insured clients as a control group from each institute. Accordingly, the client
survey was carried out for 330 households (including both insured and non-insured) in all provinces of
the country.
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The multiple stratified sampling was done for selection of households. The following Table shows the
allocation of clients among districts and institutes.
MI Providers and Clients Sample
District\ Institute

SEEDS

Total

Colombo

WDF

WDBF
15

10

25

Gampaha

10

15

25

Kalutara
Hambantota

Sanasa

10
40

Matale

10

Kandy

10

Yasiru

10

20

10

50

10
10

Nuwara Eliya

10

20
10

30

10

20

Vavuniya

15

15

Batticaloa

15

15

Kurunegala

10

Kegalle

10

Anuradhapura

10

Badulla

10

40

65

10

15

Monaragala
Total

20

10

65

20
25

15

25

10

10

20

65

95

330

The allocation resulted in having on average 65 households from each institute. The number of households
for WDF was limited to 40, as it operates only in Hambantota.19 The sample of households for the SEEDS
became 95, with the addition of 15 households from each district of Vavuniya and Batticaloa. The SEEDS
was the only institute out of the 5 institutes that had branches in these two districts at the time of the
survey.

District Selection
The allocation was done in a way that at least 2 institutes are represented in each district except for
Vavuniya and Batticaloa. The allocation of institutes among districts was on a random basis to come up
with the required sample size for each institute and representation of districts. In total, the study covered
14 districts.

Village/Zone Selection
Two or three villages were selected from each district representing selected institutes from the district.
The operating villages of each institute were identified with the consultation of the district branch
manager and staff. In total, 30 villages were covered under this study.

Community Based Organizations (CBOs) Selection
The households and the groups for the Focus Group Discussions (FGDs) were selected through CBOs
with the help of village branch/ zonal branch manager and the staff members. From each village/zone,
one CBO was selected for the study. In total, 30 CBOs were covered under the study.

19

An increase of the sample size for WDF above that level would result in an increase of the district sample size above the anticipated limit.
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Client Selection
The number of households from each district differed from 15 to 50. For each institute, the number of
households was kept equal for each district the institute was selected (or differed only marginally). It
was 10 or 15 households from each district for each institute, except for WDF for the same reason
explained earlier. The selection procedure was based on two criteria. If the microinsurance services are
provided by the MFI or affiliated to an MFI, both types of households were selected from one CBO:
half of the sample comprised of clients with microinsurance and the other half without microinsurance
(but members of the MFI). However, a different approach was used in the case of Yasiru Mutual Fund,
which is exclusively an insurance provider and is not affiliated to any MFI. One half of the required
number of households was selected from the clients with insurance under the Yasiru Mutual Fund and
the households without insurance were selected from the same villages in which the clients with
insurance reside.

A5: Types of Risks
Weather related
and environmental
shocks

Family related
shocks

Banditry
and crime

Economic
shocks

Negative
political, social or
legal events

Floods

Death of working
adult household
member

Destruction,
confiscation
or theft of tools
or inputs for
production

Dramatic
increase in
input prices

Resettlement
or forced migration

Hurricanes

Death of other
household
member

Theft of cash

Dramatic
decrease in
output prices

Forced
contributions or
arbitrary taxation

Landslides

Serious illness of
working adult
hh member

Theft of stored
crops or
livestock

Inability to
sell agricultural
products

Discrimination
for political reasons

Drought

Serious illness of
other hh member

Destruction of
housing or
housebreaking

Inability to sell
non-agricultural
products

Discrimination for
social or ethnic
reasons

Tidal Waves

Disablement of
working hh
member

Destruction or
theft of other
assets (cars,
jewellery, media
appliances, etc.)

Loss of job

War/Terrorism

Fire

Disablement of
other hh member

Animal Threats

Disputes with
extended family
members regarding
land or other assets

Crop failure

marriage
Childbirth
Divorce
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